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Overview

Governor Schwarzenegger® budget proposal calls for over $1 billion in funding cuts to
higher education, including a cut of $312.9 million fr om the funding promised to the
California State University for 2008/09 under the Compact agr eement.

The Govemor also rejected the CSUG request for $73.2 million that would pr ovide much-
needed funds and avoid another student fee incr ease.

In comparison with the curr ent year, the 2008-09 budget pr oposes $97.9 million less in state
general funds for CSU. This amounts to a 3.3% general fund r eduction for the CSU.

The 2008-09 budget request approved by the CSU Board of Trustees was consistent with
the Higher Education Compact agr eement between by Chancellor Reed and the governor.
While failing to propose funding amounts to which he agr eed when he made the deal in
2004, Gov. Schwarzenegger also called for student fee incr eases for CSU students and
rejected the Compact® cap on fee hikes at 10% per year.

A 10% increase in undergraduate student fees would bring fees to $3,048 per year b 113%
higher than they were in 2002 when the state faced its last major budget crisis.

The Govemor® Budget assumes CSU will receive about $109 million from a 10% fee
increase in 2008-09 but includes no new funding for enr ollment growth.

At a minimum, a $386 million augmentation to the Gover nor® budget proposal is heeded for
the CSU to keep its doors open to qualibed students, maintain access, and ensur e an
adequate quality education to enr olled students.

" $312.9 million to restore what was promised
" $ 73.2 million to buy-out the pr oposed 10% fee incr ease

The 2008-09 Governor’s Budget

On January 10, Governor Schwarzenegger released a 2008-09 budget proposal calling for
deep cuts to just about every state agency and gr oup that relies on the state for funding. The
funding cuts are in response to an estimated $14.5 billion depcit the state is expected to
experience over the next 18 months. The governor has declared a bscal emergency in the state
and called for a special legislative session to addr ess the most immediate budget pr oposals.
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For 2008-09, the Governor® Budget
reduces total spending by $10.7 billion
and includes $9.1 billion in general fund
cuts. Specibcally, the budget proposes 10
percent across-the-boar d cuts to virtually
all programs, departments, and agencies
receiving state general funds. The
governor also proposed mid-year cuts to
some programs, including a $400 cut to
K-14 education. Figure 1 shows the size
of the proposed budget cuts and
expenditures for each major state agency.

The governor® $101 billion budget
proposal is about $2.4 billion (2.3%)
smaller than the current year® budget. In
addressing the budget imbalance almost
entirely through spending cuts, Gov.
Schwarzenegger® plan promises to hurt
the state® most vulnerable citizens the
most. As shown in Figure 2, the
governor® proposal imposes reductions
that would for ce agencies to restrict or
reduce critical services upon which
millions of Californians depend. Among
the implications of the pr oposed cuts are
elimination of medical and dental benebts
for some Medi-Cal recipients; termination
of cash assistance to some childr en of
CalWORKSs recipients; elimination or
reduction of funding for some AIDS
treatments and programs including
education and prevention programs;
reduced quality of instruction in both K-12
and higher education; and closur e of 48
state parks.

Governor’s Budget Proposal for Higher
Education

The Governor® Budget devotes a total
of $11.7 billion in state general funds to
higher education. This amount ref3ects

Figure 1: Proposed 2008-09 General Fund Cuts and
Expenditures - by Agency
dollars in millions

Agency Budget Cuts Expenditures
Legislative, Judicial & Executive $362.8 $3,787
State & Consumer Services $5.3 $608
Business, Transportation, Housing $2.0 $1,680
Resources $89.3 $1,656
Environmental Protection $8.3 $86
Health & Human Services $2,661.2 $29,298
Corrections and Rehabilitation $378.9 $10,268
K-12 Education $4,357.3 $39,411
Higher Education $1,132.9 $11,699
Labor & Workforce Development $2.1 $98
General Govemment $131.9 $2,407
Total $9,132.1 $100,998

source: Governor® Budget Summary 2008-09, Figs. BBR-01,
SUM-06

Figure 2: Proposed Change in General Fund Spending,
by Major Program
dollars in millions
Estimated Proposed Change

2007-08 2008-09

Education
K-12 Prop 98 $37,473  $35461 ($2,012)
Community Colleges Prop 98 $4,116 $4,027 ($89)
Csu/ucC $6,231 $6,035 ($196)
Other $6,027  $5,587  ($440)
Health & Social Services
Medi-Cal $14,064 $13585  ($479)
CalWORKs $1,481 $1,547 $66
SSI/SSP $3,641 $3,748 $107
In-Home Support Services $1,630 $1,633 $3
Other $8,762 $8,786 $24
Corrections $10,096  $10,268 $172
Transportation $1,439 $1,485 $46
All Other $8.414 $8,837 $423

TOTALS $101,373 $100,998 ($375)

source: LAO, 2008-09 Overview of the Governor® Budget, Fig.7

$1.1 billion in what the gover nor is calling Obudget-balancing reductionsO D in other wods, cuts.
This means that the governor would have proposed a $12.8 billion higher education budget if ther e
were no budget debcit looming. A breakdown of the funding pr oposed for the thr ee public higher
education systems is summarized in Figure 3.

Compact Funding Agreement Abandoned The approach taken by Gov. Schwarzenegger to cut

the higher education budget is similar to the appr oach used for other program areas, but the
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reneging of the Compact funding Figure 3: Current Year Funding and Governor's 2008-09

agreement is specibc to the California Proposal for Higher Education (Including Budget Cuts)
State University and the University of millions

California. Since 2004 when the 2007-08  2008-09 Change
governor, CSU Chancellor Reed, and UC  california State University

President Dynes agreed to the Higher Total Funds $4,406.5 $4,441.6 $35.1 0.8%
Education Compact CFA has been critical ~ General Fund Only $2,970.7 $2,873.1 -$97.6 -3.3%
of both the funding amounts, which CF A University of California

believes to be insufpcient, and the Total Funds $5,442.4 $5523.7 $81.3 1.5%
insecurity of the funding mor e generally. General Fund Only $3,260.7 $3,162.2 -$98.5 -3.0%
To arrive at the funding suggested for the Community Colleges

CSU and the UC in 2008-09, the governor  Total Funds $8,979.0 $9,1255 $146.5 1.6%
calculated the general fund amounts General Fund & Pop 98 $6,452.4  $6,596.5 $144.1 2.2%

promised to the systems in the Compact. source: Governor® Budget Summary Fig. HED-01

These amounts were then reduced by ten

percent. For the CSU, the Governor® Budget allocates $312.9 million less than expected with the
Compact. About 14% of the r eduction ($43.2 million) is specibed as a cut to the Institutional
Support budget (which includes the CSU administration) and the r emainder is dePned as an
unallocated reduction. The UC is slated to receive $331.9 million less, with $32.3 million (about
10%) coming from its Institutional Support budget.

For the CSU, the proposed net reduction in general funds is $97.6 million or 3.3 per cent, as
shown in Figure 3. The net reduction for the UC is about the same ($98.5 million or 3%). With
Prop. 98 funding factor ed in, the community college system would be the only one of the systems
to see a modest net increase in general funds in 2008-09 ($144.1 million or 2.2%). However, the
governor did propose a mid-year cut of $40 million for the community colleges.

The governor® proposal also relies on increased fees from students attending the Califor nia
State University and the University of Califor nia campuses. Fee hikes of 10 percent and 7 percent,
respectively, are incorporated into his budget assumptions and even lar ger increases are
suggested as viable options to help the universities make up for the cuts. The budget does not call
for fee increases to be imposed on community college students. (Ther e is more on CSU student
fees below.)

Implications for the CSU

The CSU budget plan submitted last fall to the Department of Finance sought $477.8 million in
new funding for 2008-09. This included $322.7 million expected under the Compact agr eement
and another $155.2 million as an Oabove compactO budget equest (see Figure 4). In failing to
propose ANY new funds for CSU, Gov. Schwarzenegger appears to have abandoned his 2004
commitment to pr ovide stable funding to help the CSU r ecover from the half-billion dollars in cuts
suffered just a few years back.

The Govermnor® Budget Summary discussion of the pr oposed cuts to the CSU (described as
Obudget balancing eductionsO) to the CSU suggests the $312.9 million cut can be addressed by
the CSU in a way that OminimizesO the adverse impacts to coe instructional programs. However, it
also suggests the CSU Trustees might want to raise fees more than 10 percent, restrict enroliment,
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and cut funding for pr ograms including
student services and academic support (see
pages 203-204, 211).

Threat to Instruction These kinds of
proposals pose a serious threat to the
quality of instruction and educational
experience that the CSU will be able to
provide. The inconsistent and inadequate
funding for the state university system over
the past decade has already begun to erode
the capacity of the institutions to pr ovide a
high quality education. When accounting
for inRRation, last year the CSU received
$447 million less in state general funds than
in 2000-01 (CPEC Fiscal Probles, 2006,
Display 72).

At a time in history when the demand
and the need for a college education is
greater than ever before, students are being

Figure 4: CSU 2008-09 Budget Request
Compact Augmentation

General Operations Increase (4%)
Core Academic Needs (1%)
Enrollment Growth (2.5% or 8,572 FTES)
Revenue to Obuy outO 10% Fee Hike
Revenue from Enrollment Growth

Total Compact Augmentation Request

OAbove CompactO Budget Request
Increasing Ratio of Tenured Faculty (ACR 73)
Additional Compensation
Additional Enrollment Growth
Student Services Initiative
Applied Research
Teacher Performance Assessment
Clinical Nursing

Total "Above Compact" Request
source: CSU 2008/09 Support Budget

$116,960,000
$29,240,000
$68,825,000
$73,187,000
$34,444,000
$322,656,000

$42,900,000
$30,400,000
$27,500,000
$24,600,000
$12,000,000
$10,000,000

$7,800,000

$155,200,000

asked to pay more than they can afford to sit in ever larger lecture halls. Perstudent spending on
instruction has failed to keep up with inf3ation. Accor ding to data published by the CA
Postsecondary Education Commission, the CSU spent $4,510 per full-time equivalent student on
instruction in 1995-96. In today( dollars, the per-FTES spending on instruction was $6,676 that

year. Last year, the CSU spent less than $5,000 per-FTES b a diference of $1,720 or 26 percent.

(See Figure 5)

Budget Cut in Perspective The implications of a budget shortfall of this magnitude ar e put into
a sobering perspective when one considers how the CSU system normally spends this amount of
money. To absorb a $386 million shortfall, the CSU could shut down Pve of the systemCs
campuses. The combined budgets of CSU Channel Islands, CSU Monter ey Bay, CSU Bakersbeld,
CSU Stanislaus and Sonoma State University this year total less than the reduction. Closing down
CSU Fullerton, the largest CSU campus in terms of student enr oliment, would be another way for
the CSU to save about $300 million (CSU Budget Memorandum B07-02). Of course, shutting
down the Fullerton campus would deny almost 8,000 students a college degr ee each year; over
2,000 faculty members would be without work; and 37,000 students would have to bnd
somewhere else to attend college or start looking for jobs. (See the Appendix for specibc campus-

by-campus details.)

When the budget was released on January 10, CSU Chancellor Reed acknowledged, grimly,
that governor® budget proposal was bad news for the entire CSU community. In a statement, he
noted the CSU would Onot be able to admit all the students who are qualipedO and the cuts Owill
have a direct impact on the state@® economy and on the key industries that [CSU] graduates enter
such as nursing, teaching, agricultur e, business, public administration and technologyO (CSU Press

Release, 1/10/08).
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Faculty Contract
The Chancellor and

CSU campus presidents
have also warned that
the governor® proposed
budget could thr eaten
portions of the
compensation increases
agreed to in the
contracts with faculty
and staff. While there
would be no automatic
reduction to the raises
negotiated for 2008-09,
the contract (Article
31.11, 31.26) does allow
for possible reopener
negotiations over some
raises if the bnal budget
does not give CSU
funds required for the
raises. CFA has

Figure 5: CSU General Purpose Expenditures on Instruction Per Full-Time
Equivalent Student (Adjusted for Inflation)

$6’676$6,564

$6,217 9$6,199

$5,864

$6,04

$5,456$5,507 3$5,501

$5,323%5,40

Inflation Adusted $

95-96 96-97 97-98 98-99 99-00 00-01 01-02 02-03 03-04 04-05 05-06 06-07

Fiscal Year

source: CA Postsecondary Education Commission, Fiscal profiles 2006, Displays 14
and 31; dollars adjusted using Higher Education Price Index

communicated to the CSU administration that we consider conversation about how a bnal CSU
budget might af fect raises to be premature. At this very early stage in the budget process, we
must all b faculty, staff, administrators B be focused on doing the work necessary to make this a

moot issue.

Implications for Students

In spite of the governor® insistence that he does Onot believe in tax increasesO (quoted in
OBudget plan could hit capital region hard,O inSacramento Bee, 1/11/08 and elsewhere), the
proposed budget levies another steep tax on hundr eds of thousands of college students. the
budget also unveils a plan to dismantle a Cal Grant Pnancial aid program on which over twenty
thousand students depend each year.

Fee Hike Proposed The Govemor® Budget assumes the revenue available to run the CSU and
the UC will be augmented by fee incr eases of at least 10 percent and 7.4 percent, respectively.
The Compact agreement had limited student fee incr eases to a maximum of 10 percent per year,
but now the gover nor suggests even larger fee hikes might be a desirable way for the universities
to manage the budget cuts he is pr oposing. Since 2002, before the state® last budget crisis, CSU
student fees have been increased by 94 percent. With another 10 percent fee hike, fees in 2008
will be more than double what they were in 2002 (see Figure 6). As Senator Jack Scott (D-
Pasadena), chair of the Senate Education committee, has stated, the imposition of yet another 10
percent fee hike gives the budget pr oposal Oa certain disastous quality.0 He also described the
fee hikes as Oa tax incease on people who can least afford itO (in OBad news for statsO
universities,O inThe Daily Review, 1/11/08).
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No fee increase is Figure 6: CSU Undergraduate Student Fee History and Governor’s
proposed for community Proposal for 2008-09
college students this year.
As the gap between the cost
of attending community
college and a four-year
university continues to
widen, the sticker shock of
the cost of attendance at a
CSU or UC campus is likely
to deter well-qualibed
students from transferring to
complete their degr ees.

Fee OBuy outO Rejected
The CSU Board of TrusteesO

budget request to the
Department of Finance last fall 2002 spr2003 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
year asked for enough state

funding to cover the equivalent of a 10 per cent student fee increase. Since the governor soundly
rejected this request, undergraduate students can anticipate paying the higher fee next year unless
the governor and the Legislature are persuaded to provide the funding needed to Obuy outO the fee
hike. Students who will be char ged $276 more next year to attend a university that has fewer
resources to provide their education are under no uncertain terms being asked to pay mor e and

get less. In fact, a $312.9 million cut translates to $875 per full-time equivalent student. T o put
this into perspective, the $4 billion plus budget cuts pr oposed for the K-12 public education

system translate to $787 per student (Califor nia Budget Project@ summary of Governor® Budget,

p2).

Access at Risk Chancellor Reed has already announced that all CSU campuses will close the
application period for next year about six months early since the Gover nor® Budget does not fund
the approximately 10,000 new students the CSU had expected to serve next year. In this effort to
restrict the number of new students next year, 16 campuses will have closed their application
periods by February 1 and the remaining 7 will close theirs by March 1.

Under the Compact agreement, the CSU was planning for enrollment growth next year of
about 2.5 percent and had hoped to get additional funding to accommodate even mor e students
who are qualibPed and motivated to attend a CSU campus. Since the budget pr oposal includes no
funding for enrollment growth, the CSU administration is not planning to incr ease enrollment at this
time and is considering using mor e stringent and competitive admissions criteria to help r estrict
enrollment at some more popular campuses. With enrolliment demand from under-represented
minority applicants on the rise, the new r estrictions will restrict access to many for whom the CSU
may be the only option for a four -year college degree.

Cuts to Financial Aid Under Gov. Schwarzenegger® plan, one-third of all revenue generated by
student fee increases must be set aside for bPnancial aid. This is consistent with current practice.
However, new cuts to student Pnancial aid are also included in the proposed budget. Specibcally,
the governor has proposed a policy change that will dismantle the Competitive Cal Grant pr ogram.
This program administers a special Cal Grant intended especially to help non-traditional aged
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students with Pnancial need who are not entering college right after graduating fr om high school.
As described on the CA Student Aid Commission(s (the agency that administers Cal Grants)
website, OThe Competitive Cal Grant was designed to assist students who have dreamed of
furthering their education, but for whatever r eason could not afford to do so without a little help.O
Established in 2000 (by SB 1644), 22,500 Competitive Cal Grants are awarded each year. The
typical recipient has an income of less than $16,000. With an average age of 24, many Califor nia
State University students are ineligible for guaranteed Entitlement Cal Grants and must vie for the
small pool of competitive grants. In 2006-07, only one in six qualiPed applicants r eceived
Competitive Cal Grants and 114,100 qualiPed students were not served. Gov. Schwarzenegger
wants to save the state $57.4 million next year by eliminating all new awar ds from this program
and plans to phase-out this pr ogram over the next few years.

Another proposed budget cut af fecting student Pnancial aid comes in the form of a 10 per cent
reduction (800 awards) in new APLE awards for students who ar e studying to become teachers.
APLE is the Assumption Program of Loans for Education and pr ovides loan forgiveness for teacher
credential students who plan to tech in ar eas where there is a critical shortage in the state.

Without a doubt, Gov. Schwarzenegger® budget plan, if implemented, would have tr emendous
negative implications for curr ent and future college students. It sends the message that the state
of California has given up its commitment to pr oviding access to a college education to all
gualiped and motivated students. Students ar e being singled out again as a group that can further
indebt themselves in order to shoulder a new tax next year. At the CSU, students who are
admitted may not even bnd enough desks in their classrooms and could see fees go up by even
more than 10 percent.

CSU Budget History

The California State University is already under-funded. The university system felt the sharp
impact of the last bscal crisis beginning in 2002 when over $500 million was cut over a period of
two years and student fees
were raised drastically. These  Figure 7: CSU State General Funds in Inflation Adjusted Dollars
cuts left CSU with a funding in millions)
hole that has still not been
plled. IninRation-adjusted $3,200
dollars, the CSU budget
today remains below the
level it was in the beginning  $2,975
of the decade. (See Figure
7.) During the last period of
budget cuts, the CSU tur ned $2,750
away eligible students, cut
classes, and increased class
size. Since funding has not  ¢o 505
been fully restored, class
sizes were never really
reduced and some $2,300

campuses are still suffering 2001/02 2002/03 2003/04  2004/05 2005/06  2006/07

from under-enroliment that : . , ,
began at that time. The source: CA Postsecondary Education Commission, Fiscal Profiles 2006
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budget cuts hurt the facultyGs ability to offer the quality education they want to of fer and that
students deserve to receive.

Conclusion

Coming on the heels of the last Pscal crisis from which the CSU is just beginning to r ecover
and a hard-fought contract bght with the faculty fr om which the CSU is also starting to heal, these
budget cuts thr eaten the very core of the university. Already operating with tight budgets, the
campuses are in a poor Pnancial position to weather major budget shortfalls. The cuts will
negatively affect instruction and hurt students. The CSU is the public university that educates and
prepares the majority of the state® workforce, especially for those professions that numerous
studies (e.g., the Public Policy Institute of Califor nia® report, CA 2025) conclude will be most
needed in the near future.

In her initial analysis of the Governor® Budget, the Legislative Analyst criticized the gover nor
for his across-the-boar d budget cut appr oach because it fails to prioritize between pr ograms of
variable importance to Califor nia® future (LAO, OOverview of the Govenor® Budget,O page 18).
She urges the Legislature to minimize cuts to higher-priority pr ograms that are most critical for the
state® future and which provide essential services. With the demand for a college education at an
all-time high and the state@® projected shortage of highly educated workers in the coming years,
public higher education is a vital institution and a r esource that must be pr otected rather than
gutted.

The governor@® insistence that the state@ budget shortfall is a one-sided spending pr oblem is
irrational and promises to hurt the most vulnerable r esidents of the state. CFA joins the growing
chorus of Californians calling on the governor to offer balanced solutions to the budget and hopes
he will begin to addr ess the revenue side of the state® bscal crisis and face the reality that the
problem is too great to be solved with cuts alone.

The Govemnor® Budget release is only the beginning of a long budget pr ocess but the proposal
alone has already begun the process of closing the doors of the CSU to at least 10,000 potential
students. If the cuts are enacted, how many more students will be for ced out of college because
they cannot afford another fee increase or because there will simply be no more room for them?

Find updates on the 2008-09 budget at www.calfac.org/budget08-09.html

Find CSU budget documents at www.calstate.edu/budget

Please contact Aimee Shreck, CFA Research Specialist, with questions about this
report: ashreck@calfac.org or 916.441.4848.

Download this report and other CFA research reports at www.calfac.org/
research.html
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